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SUMMARY : 


After two very impressive years, the Irish economy weakened in 1979. Real 
growth now looks unlikely to surpass 3.5 percent and inflation jumped 
from eight percent in 1978 to about 13 percent for 1979. The balance 

of payments (current account) deficit will probably exceed I6600 million, 
over three times that for 1978. The budget deficit, planned at 10.5 
percent of GNP, will reach 14 percent. Unemployment, however, has 
continued to decline and stood at about 7.3 percent of the workforce in 
October 1979. Major factors in the poorer-than-expected performance of 
the economy have been the effect of oil price and supply problems, labor 
disputes and a slowdown in agricultural sector growth. 


The government will publish an economic policy paper in December re- 
viewing policy directions and the now-unattainable targets previously 
established for 1979-81. The paper will undoubtedly confirm the 
reduction of unemployment as the government's most important goal. It 
is also expected to reaffirm the importance of the private sector and 
foreign investment to economic development. The resurgence of in- 
flation, the large balance of payments gap and budget deficit have 
induced movement toward less stimulative fiscal and monetary policies. 
Government leaders also believe that benefits of participation in the 
European Monetary System depend upon bringing the Irish economy into 
line with the lower inflation rates of most other member states. 


Prospects for 1980 are uncertain. Business confidence remains reasonably 
strong, investment continues at a healthy level and there are some signs 
of a mild upswing in personal consumption. One of the most important 
domestic impediments to growth is labor strife. Due to the 19-week postal 
dispute 1979 was a record year for strikes, and underlying tension 
continues. The government is attempting to foster improved labor 
relations. International factors will have an important bearing on Irish 
economic developments in 1980. This small, open economy is very 
dependent upon imports for energy, capital goods and raw materials. 
Exports play a major role in national production. A reasonably stable 
international oil market will, of course, be crucial to even moderate 
medium-term growth. 


Sales prospects for US suppliers are excellent. During January - August 
1979, US exports to Ireland grew by 45 percent to I6290 million. This 
year's slackened rate of growth in personal consumption will affect 
demand for imported consumer goods. But industrial production and 
investment are holding up well and the government has planned a number 
of ambitious infrastructure projects. The recent purchase by the 
Electricity Supply Board of US boilers for a new coal-fired power 
station illustrates the marketability of high quality, competitively 
priced US products. Among major government programs are an expansion 
of the nation's electricity supply network and a revamping of the 
national telecommunications system. 


US firms have played an important part in Ireland's industrial growth. 
Over 200 US-sponsored manufacturing projects began production during 
1960-1978. The US Department of Commerce estimates total US investment 
in Ireland at year-end 1978 at 16800 million, 30 percent above the 

1977 figure. 





IRELAND: KEY ECONOMIC INDICATORS 


All values are in Irish pounds A B D 
Exchange Rate: Ibl=$2.06 (year) (year) % Change 
(November 13, 1979) 1977 1978 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 
GNP at Constant (1975) Prices 
Per Capita GNP Current Prices 
Personal Consumer Expenditure 
Gr. Dom. Fixed Capital Formation 
Indices: 
Industrial Production (1970=100) 
Avg. Labor Productivity (1970=100) 
Avg. Industrial Wage (1970=100) 
Labor Force (000) 
Avg. Unemployment Rate (%) 


MONEY AND PRICES 


Money Supply (M1) 1318m> 
Total Gov. Debt Outstanding 6240m 
Interest Rates (Central Bank-Dec) x 13.7 (Nov) 
Associated Banks 0/D (Dec) 4 15.5(Nov) 
Consumer Price (1975=100) 1564 
Retail Sales, Value (1975=100) 196? 


BALANCE OF PAYMENTS AND TRADE 


Gold & For. Exch. Reserves (Dec) 1201m 1252m 934m(Sept) 
External Gov. Debt (Dec) 1039m 1045m 1317m{Sept) 
Current Account (-) 120m 165m 600m 
Balance of Trade (-) 573m 746m 1100m1 
Exports 2518m 2960m 3560m! 

US Share (%) 6.2 6.4 aoa 
Imports 3091m 3706m 470m? 

US Share (%) 8.8 8.2 9 


1. Estimates for 1979. 2. Represents average of those on live register as 
percentage of total work force January-October, 1979. 3. Figure is for August, 
1979. Percent represents change from August, 1978. 4. Figure is average for 
January-September, 1979. Percent represents change from same period in 1978. 

5. Figure for June, 1979. Percent represents change from June,1978. 

6. Percent change from December, 1978. 


Main US Exports to Ireland (Jan.-May 1979): office machines, computer equipment 
(1b33); aircraft and other transport equipment (IL18 million); machinery (1619 
million); feedstuffs (soya) (Ib15 million); organic chemicals (1615 million). 


Main US Imports from Ireland (Jan.-May 1979): electrical equipment and components 
(187 million); glassware (166 million); organic chemicals (163.2 million); 
textiles (163 million); footwear (Ib2.5 million); medical, surgical and veterinary 
apparatus (162.5 million). 





I. CURRENT ECONOMIC TRENDS IN IRELAND 
A) Economic Growth Slows, Inflation Climbs In 1979 


After two successive very impressive years, the Irish economy weakened 
in 1979. The government had set highly ambitious targets for the year: 
a 6.5 percent real GNP growth rate; inflation down to five percent by 
the year end; reduction of unemployment by 25,000; and a decline in 
the budget deficit to 10.5 percent of GNP. 


Growth now looks unlikely to surpass 3.5 percent, and most independent 
Irish forecasters suggest a full percentage point lower. Major factors 
in the slowdown include both external and internal developments. The 
local and global effect of oil price and supply problems has been of 
particular importance. Labor disputes, especially the 19-week-long 
postal strike, disrupted production, exports and the tourist sector. 
Severe weather conditions early in the year, restocking requirements 
and less-generous-than-usual European Communities’ (EC) price increases 
under the common agricultural policy (CAP) adversely affected farm 
sector disposable income. 


Despite various difficulties, industrial production is holding up well. 
Local businesses expect a seven percent increase for the year. 
Reliable data on investment are difficult to obtain, but a volume : 
increase of over 12 percent seems possible. Job creation will fall well 
below the original government objective for 1979. Nonetheless, in 
October unemployment stood at its lowest level (85,000) since 1974 and 
had dropped ten percent below the October 1978 level. 


The average Consumer Price Index (CPI) for 1978 was about 8 percent 
above that for 1977, the lowest increase in several years. This year 
the CPI will rise about 13 percent. Contributing factors to this 
resurgence of inflation include higher prices of oil and other imports, 
sales tax increases, reduced subsidies on food staples and substantially 
higher labor costs. 


The goal of reducing the budget deficit as a percent of GNP will not be 
achieved this year. Expenditures are exceeding estimates. Revenues are 
substantially below expectations, partially due to payment disruptions 
by the postal strike and partially due to the economic downturn. The 
budget deficit for the year will approach Ibl billion, 25 percent 

higher than anticipated and equal to 14 percent of GNP (vice the goal of 
10.5 percent). Servicing of the national debt now accounts for about 

15 percent of total budget expenditures. 


B) Balance of Payments Deficit Causes Concern 


During January - August 1979 exports increased 18 percent in value to 
I&2.2 billion. A 30 percent increase in imports for the same period 
to 163.2 billion resulted in a Ib984 million deficit, 73 percent above 
that for the first eight months of 1978. Seasonal factors generally 





tend to make second half trade figures more favorable to Ireland than 
first half results, but a1979 deficit of over Ibl billion is certain. 


Industrial exports continue to grow strongly and should achieve a 10 
percent volume increase for the year. Agricultural exports were weak 
during the first half of the year, but prospects for the second half 
look considerably better. Imports have increased more rapidly in both 
price and volume than expected. Ireland's energy imports alone 
increased almost 40 percent in value to 16350 million during January - 
August. Imports of capital goods remain strong. Greater than 
expected stock building seems also to be contributing to the high 
import rate. 


The current account deficit will probably exceed 14600 million, over 
three times that for 1978. Net EC transfers of about 14330 million 
will be the largest offset to the trade deficit. Gross tourist 
earnings will surpass last year's I6280 million, but the long postal 
strike and spring gasoline shortages undercut an anticipated banner 
year. EMS-related assistance will help finance the deficit. 


C) Adjustments In Government Economic Policy 


The government will publish an economic policy paper in December 
-reviewing policy directions and the ambitious goals previously 
established for 1979-81. Among these goals, which are now clearly 
unattainable in the original timeframe, were an average annual GNP 
growth for the three-years of six percent and the reduction of un- 
employment by 75,000. The December paper will undoubtedly confirm 
the reduction of unemployment as the Lynch government's top priority. 
The paper is also expected to reaffirm the importance of the private 
sector to economic development, although a somewhat greater than 
previous emphasis may be given to public sector job creation. 


Despite the government priority to job creation, economic policy is 
clearly moving toward a less stimulative approach. The resurgence of 
inflation, the large balance of payments gap, and the reduction- 
resistant budget deficit have induced this change in attitude. A 
contributing factor is Ireland's commitment to effective participation 
in the European Monetary System (EMS). Government leaders believe that 
long-termEMS benefits depend upon bringing the Irish economy into line 
with the lower inflation rates of most other EMS countries through 
greater economic discipline. 


No dramatic new deflationary measures seem likely. Credit restrictions 
now in force will probably continue through 1980, perhaps with some 
tightening. New year's budget is unlikely to be stimulative, as the 
government will seek to reduce the budget deficit as a percent of GNP. 





D) 1980 Could Bring An Upswing, But Internal And External Problems Exist 


As 1979 draws to a close, prospects for the economy are uncertain. 
Business confidence remains reasonably strong, investment continues at a 
healthy level and there are some expectations of a mild upswing in 
personal consumption. As indicated above, the government is tempering 
earlier policies which emphasized growth and job creation with balance 
of payments and inflation control measures. A relatively tight fiscal 
and monetary policy will preclude any return to the very high (six per- 
cent) real growth rate of 1978 but will leave scope for moderate growth. 
Some elements which adversely affected the budget and balance of pay- 
ments in 1979 should not reoccur, and to some degree will even have a 
positive impact in 1980. For example, significant budget revenues 
delayed by the mail strike will accrue in FY80; capital goods imports 
and restocking in 1979 will contribute to higher export potential in 
1980. 


Among the most important potential domestic impediments to growth is 
labor strife, especially in the public sector. According to Irish 
government estimates, 1.3 million man-days were lost through strikes 

in the first six months of 1979, twice the figure for all of 1978. 

(The postal strike alone accounted for 1.1 million man-days lost). 
Government officials have consistently emphasized that more harmonious 
labor relations and wage restraint are absolutely essential to economic 
targets. The terms of the "national understanding," which provides for 

a 16-percent wage increase in two phases over a 15-month period and 

other benefits, seem to reflect a government willingness to bend some- 
what on wages to promote sorely-needed improvement in overall 
labor relations. Strike figures for the second half should be 
down substantially from the first half, but underlying 
tension continues and could surface during 1980. 


External factors will also have an important bearing on economic 
developments in this small, very open economy. Ireland is dependent 
upon foreign imports for capital goods and essential raw materials. 
Over 70 percent of the total energy supply derives from imported oil, 
so Ireland has virtually no insulation from international supply dis- 
ruptions or price increases. A reasonably stable oil market will be 
crucial to even moderate medium-term growth. In addition, Irish exports 
equal about 50 percent of GNP. The economy is, therefore, extremely 
susceptible to economic trends in major trade partners. Recent fore- 
casts for the United Kingdom and other EC members do not promise 
particularly buoyant export markets for Ireland next year. 


II. IMPLICATIONS FOR THE UNITED STATES 
A) US Sales Up 45 Percent, Commercial Opportunities Are Numerous 
During January - August 1979, total bilateral trade between Ireland and 


the United States grew 23 percent to 16397 million. US exports to 
Ireland over that period amounted to 16290 million, an impressive 45% 





increase. The US is Ireland's second largest supplier, accounting for 
nine percent of Irish imports (the United Kingdom provides almost 
half). Irish exports to the US declined 11 percent to Ib109 million, 
about five percent of total Irish exports. (See details on major 
products on page 3). 


Several special factors are affecting Irish-US trade relations. A 

slight depreciation of the US dollar vice the Irish pound since last 
spring brings to about 17 percent the decline of the dollar against 

the Irish pound over the last 30 months. The dollar has also declined 
against the currencies of Ireland's other major suppliers. These 
currency realignments have increased the competitiveness of American 
products here and are contributing to increased sales. The end of the 
150-year link with the British pound,due to Ireland's participation in 
EMS, should give added impetus to the break down of traditional Irish 
trade patterns. (Government officials indicate that the link 
will not be restored even if the UK actively takes in EMS). 
There are some signs that Irish businesspeople who previously 
automatically bought in the UK because of the currency link are 
now looking more carefully at price and auality. 


In the recent past, rapidly rising disposable income, strong industrial 
growth and infrastructure improvements have provided significant sales 
opportunities for US producers in a variety of fields. Indicators 
reflect a slackening in the economy, but an upward trend continues. 

The rate of real growth in personal consumption has dropped this year, 
affecting demand for imported consumer goods. But industrial 
production and investment appear to be holding up well and the 
government has planned a number of ambitious projects. 


The recent Electricity Supply Board purchase of US boilers for a new 
coal-fired power station, which may result in total export sales of 

I50 million, illustrates the marketability of high quality, | 
competitively priced US products. The Export-Import Bank helped 

insure that financing terms were attractive. Among other major projects 
now underway or on the drawing board are: further expansion of the 
nation's electricity supply network, possibly including a nuclear plant 
and an underseas connection to the UK grid; a 16600 million revamping 

of the national telecommunications system, including an earth satellite 
station; extensive harbor and road development; railroad electrification; 
and a fleet replacement and expansion program by the national airline. 
The offshore oil exploration program provides service and equipment 
possibilities. A major revision of mining rights legislation may 
stimulate increased interest in minerals exploration and in related 
equipment. Ireland's tourist industry keeps developing, 

and demand for related supplies and services should 

follow apace. 





Although real farm income will fall somewhat in 1979, farmers have 
enjoyed unprecedented prosperity in recent years. Many commercial 
opportunities exist in this sector, which still accounts for almost 

20 percent of GNP. In 1979, breeding horses and soybean oilcake 

and meal are accounting for 60 percent of US agricultural sales in 
Ireland. Soybean meal and oilcake exports to Ireland are up 90 percent, 
and tobacco demand remains strong. Molasses and cotton shipments are 
small but growing. Opportunities in farm machinery are also good. 


B) Foreign Investment Climate Is Favorable, But Labor Problems Pose 
Question Mark 


Irish government support for foreign investment has been consistently 
strong, on a non-partisan basis, over the past two decades. A primary 
objective has been to attract manufacturing and service industries 
which are export oriented with high value-added content and good long- 
term growth prospects. US firms have played a particularly 

significant role in the growth and modernization of the Irish industrial 
sector. In the period 1960-1978, 215 manufacturing projects sponsored 
by US firms began production in Ireland. They accounted for about half 
the fixed investment from all foreign countries during that period. 

US Department of Commerce figures indicate that total US investment 

in Ireland at year-end 1978 reached 16800 million, 30 percent above the 


1977 figure. The largest single area is chemicals and allied products. 
US investors are prominent in areas as diverse as banking, automobile 
production, electronics and hydrocarbon exploration and development. 


A primary attraction to investment in Ireland for many US manufacturers 
is entry of their products into the EC, an access which they might not 
enjoy without production facilities located in a member state. The 
availability of a reasonably well-educated, English-speaking work force, 
moderate wage costs and government-sponsored financial incentives also 
serve as important attractions. The government is phasing out its tax- 
free export profit scheme but will reduce corporate income tax to 10 
percent as of January 1981. 


Despite severe labor problems in the public sector (see I.D above), 
relations in the private sector are generally satisfactory. Most 

foreign investors, especially American firms, have experienced relatively 
little lost time due to in-house strikes. Perhaps most frustrating 

to foreign investors has been major disruptions in essential services 
such as the mail, telecommunications, transportation and power. Interest 
by potential US investors in Ireland, nonetheless, remains strong. 
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